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Filling The Federal Estate Tax Return
Annette Mikell
What is the Federal estate tax and whom 
does it affect? The Federal estate tax ap­
plies to the estate of any person who dies 
leaving property having a taxable situs (all 
property within the scope of the gross estate 
as defined for estate tax purposes) within the 
United States. It is not a tax on the property 
itself nor a tax on the right of an heir to re­
ceive the property. The Federal estate tax is 
an excise tax levied upon the transfer of a 
deceased person’s taxable estate. It is applied 
differently to persons who are considered res­
idents or citizens of the United States from the 
way it is applied to those who are non­
residents or not citizens of the United States. 
Here we are considering only those who are 
residents or citizens of the United States. The 
amount of tax is determined by applying the 
estate tax rate to the taxable estate. The gross 
estate, less certain exemptions and deductions, 
will equal the taxable estate upon which the 
tax is computed.
An accountant usually becomes involved in 
estate taxes either through the executor or the 
attorney representing the estate of a deceased 
person. The returns to be prepared require 
proper record keeping and a competent knowl­
edge not only of what is includible in the 
taxable estate, but also of the methods of valu­
ation.
There are two forms which must be filed 
following the death of any person who has 
a gross estate (as defined) of $60,000 or 
more. The first, Form 704, is a “Preliminary 
Notice” to the Internal Revenue Service of a 
possibility of estate tax liability. The second, 
Form 706, is the “Estate Tax Return.” This 
form must be filed within fifteen months to 
the day after the date of death. Roth forms 
are filed in the Internal Revenue district in 
which the decedent was in residence at the 
time of his death. The returns are required to 
be filed by the court-appointed executor or 
administrator of the estate. If the decedent 
died leaving a will, a certified copy of the 
will must be filed with Form 706.
Form 706, the Estate Tax Return, con­
sists of forty consecutively numbered pages. 
The questions asked under “general informa­
tion” and under each schedule must be an­
swered, and the gross estate and deductions 
must be shown in the appropriate schedules.
The value of the decedent’s interest in any 
property owned in whole or in part at the 
time of his death is included in his estate. 
An election is available with regard to the 
time of valuation of the property included in 
the gross estate. The representative may elect 
to value property as of the date of death or, 
as an “alternate valuation,” as of one year af­
ter death. If the alternate valuation is chosen, 
all property included in the gross estate, ex­
cept property which has been sold or other­
wise disposed of during the year, is valued as 
of one year after the decedent’s death. The 
excepted property is to be valued as of the 
date of its disposition. The purpose of the al­
ternate method is to permit a reduction in the 
amount of tax if the value of the gross estate 
has decreased in the year following the dece­
dent’s death. However, this method may be 
elected whether or not there has been a loss 
in value.
Four schedules are provided for listing 
property and interests in property which be­
longed to the decedent at the time of his 
death and which pass to others: real estate; 
stocks and bonds; mortgages, notes, contracts 
to sell land and cash; and other miscellaneous 
property. Other miscellaneous property in­
cludes such items as interest in a business 
operated as a proprietorship or partnership, 
accumulated dividends, household goods and 
personal effects, and automobiles.
A schedule is also provided for insurance 
on the life of the decedent. For estate tax 
purposes this includes not only ordinary life 
and endowment insurance taken out by an 
individual on his own life, but also the pro­
ceeds of group insurance and accident insur­
ance policies. Form 712, “Life Insurance State­
ment,” must be filed with the estate tax re­
turn for each policy listed in the schedule. 
The statement must be made by an officer of 
the company which issued the policy. It is 
the responsibility of the executor to obtain the 
statement from the insurance company.
Other schedules provided are for transfers 
of property or interest in property during 
the decedent’s lifetime which, under certain 
conditions, would be includible in the gross 
estate, and for certain annuities receivable by 
any beneficiary following the death of the de­
cedent. Before property is included in any of 
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these schedules, determination should be made 
as to whether it is a type of property which 
must be included in the gross estate; whether 
the decedent has sufficient interest in the prop­
erty; and, if the decedent had an interest, 
did he still possess it as of the date of death, 
and to what extent. Since the concept of prop­
erty interests for Federal estate tax purposes 
is often esoteric, it is essential to ascertain the 
extent of a decedent’s interest in property.
Laws in community property states limit 
the extent of a person’s interest in community 
property. Only one-half of the value of prop­
erty held in community need be included in 
the gross estate of the decedent, and where 
non-community (separate) property is owned, 
the law provides for a marital deduction for 
interests passing to the surviving spouse. The 
marital deduction (roughly fifty per cent of 
the value of property passing to the spouse) 
is intended to equate the impact of the Fed­
eral estate tax between community and non­
community (common law) states.
Debts of the decedent are allowed as a 
deduction from the gross estate to the extent 
that they represent personal obligations of 
the decedent which existed at the time of his 
death. They are deductible whether or not 
they are then matured. For example, interest 
which has accrued on a real estate mortgage 
is deductible to the date of death. Among 
other claims deductible against the estate are 
medical expenses incurred during the dece­
dent’s lifetime, unpaid income taxes (and 
penalties thereon), mortgages and notes on 
specific property in the estate.
Many residents of the United States own 
property in other countries. Some of these 
countries levy death taxes on the transfer by 
nonresidents of property situated in these 
countries, and the estates of many United 
States citizens are subject to double taxes. To 
protect against double taxation, Internal Rev­
enue Code Section 2014 provides a limited 
foreign estate tax credit for United States cit­
izens and residents. Only taxes attributed to 
property taxed in both countries is allowed as 
a credit. Further, the credit cannot exceed the 
portion of United States taxes attributable to 
the property taxed in both countries.
A credit is also allowed against Federal 
estate taxes for estate or inheritance taxes paid 
to any state with respect to any property in 
the decedent’s gross estate, and for certain 
gift taxes paid during his lifetime as well as 
for Federal estate tax paid on prior transfers 
to the decedent.
In reaching property includible in the gross 
estate, the scope of the Federal estate tax 
is far greater than that of the Federal income 
or gift tax statutes. This is illustrated by the 
fact that completed gifts made by a decedent 
many years before his death may still be in­
cludible in his gross estate even though a gift 
tax has been paid. Similarly, a decedent may 
not have been subject to income tax on a por­
tion of property he possessed at death, but 
the whole of such may still be included in his 
gross estate. These results are not only due 
to the broad concept of property interests em­
bodied in the Federal estate tax law, but also 
to inconsistencies between the Federal estate, 
gift, and income tax statutes. The courts have 
often pointed out that each of these taxes is 
independent of the other, and any correlation 
or consistency rests with remedies vested sole­
ly in Congress.
Any accountant who has the opportunity 
to participate in the preparation of a Federal 
estate tax return will find the field most in­
triguing and rewarding. The ability to inves­
tigate facts and records, coupled with a good 
grasp of the law, will often produce a reduc­
tion in the tax liability of the estate.
Evaluation of an Internal Control System.
(continued from page 4)
Test decks must not be confused with test 
programs. The test program is designed to 
reveal certain out-of-limits or out-of-sequence 
conditions in the normal processing routine, 
while the test deck represents a series of hy­
pothetical transactions to be processed and 
which are pre-analyzed for the purpose of 
determining expected output results. A proc­
essing of the test deck through the normal 
processing routine should produce the same 
results as did the pre-run analysis. Once the 
data processing system is found to be re­
sponsive to a valid systems test, the auditor is 
in a position to decide the extent of his audit 
tests of the input data.
Summary and Conclusions.
Some aspects of an internal control system 
may vary according to the size and complexity 
of the business operation. But in any business 
situation the control objectives are essentially 
the same. The control system must be de­
signed to aid the protection of assets and also 
to promote the desired quality in the account­
ing information generated by the accounting 
system. Any evaluation of an internal control 
system must respond to the question of 
whether the system is fulfilling these objec­
tives. In the small company, the question­
naire form, the interview, and flow charts 
describing the handling of assets and docu-
(concluded on page 14)
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